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KUBJECT: Cuntleactl Debt Cullecliun -

t

The Inapector Generva 1 has identif ied a number of problems

associated with the contract debt collect | ON process. TIn order
y.f""i . .
t 0 ensure there s no vunfusiun abourt procedures that “must:-be
followed. we have prepared the attached guidances. pPlease ensure
your econtracting officers are furnished copies.
<, .
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Liyector, vet ense Procurenent
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CONTRACT DEBT COLLECTI ON

|. DPETERMINATION OF CONTRACT DEBTS

A. RESPONSIBILITIES:

The contracting officer is responsible for determning the
princi pal anpunt of mostcontract debts. The Comptroller of the
Department O agency concerned | S responsible for accounting for
debts, deci di Ng on deferments,and col | ecting contract debts.

B. ISSUANCE OF DEMANDS:

_ l. Demands for payment shall be issued as soon as the
contracting Of f i Cer has determinedthe amountof r ef und due.

Such a determinatiomis a final decisiom, and i ssuing _
*preliminary* decisions diN a basis for demands fOor payment s
prohibited. |f the contracting offi ces does NOt know the full
extent of a debt .(e.g., whan there is & default texmination),
demand t he amount known t 0 be owed. Inform the contractor of the
incremental nature of the demand, and demand the remsinder when
the full amount becomss known.

2 . Demands for paymsnt of debts shall be issued as business
| etters; they shall not be i ncorporat ed into contract
modifications. |t i S acceptable t0 include the demand | n the
contracting officer's £inal deci sion. The demand Shal | comply
with the requirements in FAR 32.610(b), and any othex -
requirements of t he FAR or DPARS rel ated t0 the specific type of
debt (e.g., FAR 15.804-7 (b)(7) for defective pri ci ng and FAR
30.602-2(c) for Cost &counting Standards (CAS) noncompliances) .
The demand shall direct the contractor to make payment for the
debt to the psyment office or, in the case Of terminations for
default. to the accounting office.

3. Bwven though.a debt will be the subject ofa bilateral
modification, the contracting officer must still i ssue a demand
for payment. Thm best practice is t0 send the demand letter with
the. bilateral nodification to the contractor for signature.

4. The contracting officer shall send a copy of each denand
to the paymentof fice and request acknowledgment 0Of recei Et.
Contracting of fi cers shall provide the paynent office with a
distribution Of the principal amount of the debt by
appropriation, preferably attached to the paynent office copy of
the demand letter.  The doobligation of funds on an SF 30
(Amendment of Solicitation/Mdification of Contract) does not
Provide sufficient notice O debt disposition.
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5, The contracting officer shall followup periodically -
with the payment office to ensurc that contract debts have been
collected and credited to the proper appropriations.

C. DEBTS ARISING FROM DEFECTIVE PRICING OR CAS NONCOMPLIANCES: '

I Unlike most contract debts which acCrue interest only if
not paid within 30 days of the date of the contracting officer's
demand, debts arising from defective pricing and o
nonconpl i ances have interestcharges fromthe dat e of. overpayment
by the Governmentto the date of repayment.bythe contractor (see
FAR 15.804-7(b) (7) and 30.602-2(c)(2) }. Therefore, when issuing
a demand letter, the best practice is to identify separately the
overpayment principal anount, the interestamount cal cul at ed
t hrough a specifieddatr, and any pemalty anount. The denand
| etter should also include a statement that interest will
Continue to accrue until repsyment is made. A copy of this
demand |etter should be sentto the paynent office. The payment
Ofice will refund interest and penalty amounts tothe U. S,
Treasury, while principal amounts i | | be credited t O the
ori gi nal appropriatiom or to Niscellaneous Receipts.

2.  The smount of the contract price reduction and the
contract dabt will not be the same. For example, i f defective
pricing is found after partial deliveries have been paid for by
the Governmen!, the coatracting of fi cer must calculate the debt--

i.e., the amount of overpayment, interest al the overpayment
through a specified date, and any pemalty anpunt. The contract

gri ce-fill be reducedby the total anbunt of defective pricing
etermined by t he comtracting of ficer. )
3. Interest and penalty assessments for defective pricing

and CAS noncompliances are required by statute. Those amounts
cannot he negotiated away | N *bottomline® settlements, and
Contracting officers are not suthorized {0 Wai ve these charges (r
offset them against amounts owed the contractor, Contracting
officers NBY mot accept credits Or adjustments 04 contractanot
affected by defective pricing O CAS noncompliances instead of
obtaining price reductions on the atfected contracts. Such
action could result in illegal o #%004%#x0O% of appropriations.

IX. -St, warvEr, OCR SUSPENSION OF BEBTS, INTEREST, (R
PENALTIES

A AUTHORI TY:

Contracting officers do not have the authority to o
conprom se, waive, or suspend collection of a debt.” Any decision
to suspend or defer collection action, accept an installment
payment arrangement, or conpromi se the amount of ths debt must pe



made by tke contractPinancing O fica or, in some situvavions, by
the Generul Accounting Of tice. Cantractor regues ts for any type
of defermont or coaprosise of a debt should be handled
expeditiously ine SMOJLOM e with the procedures at FAR 32.613,
32.616. and DPARS 332.616. The cuatracting Of f icer shall. forward
dererment reguests to the Contract Pinancing Of£ice of the )
Depaxtament or agency for & decision on graanting the deferment in
accordance with DFARS 232 610 (b} (3 ). Contract Pinaneing Offices
are pet forth at DFARS 232.108B.
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1. The contractor shall be required to lLiquidste dabts
either by cash Deyment in a lusp sum on demend, ox by -eredit .
against unpaid bills due the countractor, unless an sgreement has
been entared into to defex collection (see PAR 32.606(4)). A
credit memorandum (also Xnowm as a credit invoice)} is a reqguest
by the eontractor that the Governamsnt collect the debe My offsget
against unpaid bills due the contractor. Suck requests ahould be
forwarded to the payment office. Upon receipt of a credic
memorandum, the payment office will offest the dabt against
current invoices dum and payable. If the debc is not immediately
and fully collected by that offser, the contractor is still in
debt for the remaindex, snd interest still acczues. 7The paymant
office should notify the contractor Of the continued existence of
the debt sad the accruing interest cn the unpaid balance.

2. I£ the comtracting vfficer veceives the contractor’'s
chegle, it ghould immediately bDe sent to the payweunt office, with

a yequest for comfirmmtion of recaipt.
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